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farm machinery, and other physical 
property but not including land. Live-
stock acquired for work, breeding, or 
dairy purposes may be depreciated un-
less included in an inventory used to 
determine profits in accordance with 
section 61 and the regulations there-
under. Such depreciation should be de-
termined with reference to the cost or 
other basis, salvage value, and the esti-
mated useful life of the livestock. See 
also section 162 and the regulations 
thereunder relating to trade or busi-
ness expenses, section 165 and the regu-
lations thereunder relating to losses of 
farmers, and section 175 and the regula-
tions thereunder relating to soil or 
water conservation expenditures. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960; 25 FR 
14021, Dec. 21, 1960, as amended by T.D. 8867, 
65 FR 3825, Jan. 25, 2000] 

§ 1.167(a)–7 Accounting for depreciable 
property. 

(a) Depreciable property may be ac-
counted for by treating each individual 
item as an account, or by combining 
two or more assets in a single account. 
Assets may be grouped in an account in 
a variety of ways. For example, assets 
similar in kind with approximately the 
same useful lives may be grouped to-
gether. Such an account is commonly 
known as a group account. Another ap-
propriate grouping might consist of as-
sets segregated according to use with-
out regard to useful life, for example, 
machinery and equipment, furniture 
and fixtures, or transportation equip-
ment. Such an account is commonly 
known as a classified account. A broad-
er grouping, where assets are included 
in the same account regardless of their 
character or useful lives, is commonly 
referred to as a composite account. For 
example, all the assets used in a busi-
ness may be included in a single ac-
count. Group, classified, or composite 
accounts may be further broken down 
on the basis of location, dates of acqui-
sition, cost, character, use, etc. 

(b) When group, classified, or com-
posite accounts are used with average 
useful lives and a normal retirement 
occurs, the full cost or other basis of 
the asset retired, unadjusted for depre-
ciation or salvage, shall be removed 
from the asset account and shall be 
charged to the depreciation reserve. 

Amounts representing salvage ordi-
narily are credited to the depreciation 
reserve. Where an asset is disposed of 
for reasons other than normal retire-
ment, the full cost or other basis of the 
asset shall be removed from the asset 
account, and the depreciation reserve 
shall be charged with the depreciation 
applicable to the retired asset. For 
rules with respect to losses on normal 
retirements, see § 1.167 (a)–8. 

(c) A taxpayer may establish as many 
accounts for depreciable property as he 
desires. Depreciation allowances shall 
be computed separately for each ac-
count. Such depreciation preferably 
should be recorded in a depreciation re-
serve account; however, in appropriate 
cases it may be recorded directly in the 
asset account. Where depreciation re-
serves are maintained, a separate re-
serve account shall be maintained for 
each asset account. The regular books 
of account or permanent auxiliary 
records shall show for each account the 
basis of the property, including adjust-
ments necessary to conform to the re-
quirements of section 1016 and other 
provisions of law relating to adjust-
ments to basis, and the depreciation al-
lowances for tax purposes. In the event 
that reserves for book purposes do not 
correspond with reserves maintained 
for tax purposes, permanent auxiliary 
records shall be maintained with the 
regular books of accounts reconciling 
the differences in depreciation for tax 
and book purposes because of different 
methods of depreciation, bases, rates, 
salvage, or other factors. Depreciation 
schedules filed with the income tax re-
turn shall show the accumulated re-
serves computed in accordance with 
the allowances for income tax pur-
poses. 

(d) In classified or composite ac-
counts, the average useful life and rate 
shall be redetermined whenever addi-
tions, retirements, or replacements 
substantially alter the relative propor-
tion of types of assets in the accounts. 
See example (2) in paragraph (b) of 
§ 1.167(b)–1 for method of determining 
the depreciation rate for a classified or 
composite account. 

(e) Applicability. [Reserved] For fur-
ther guidance, see § 1.167(a)–7T(e). 
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(f) Effective/applicability date. [Re-
served] For further guidance, see 
§ 1.167(a)–7T(f). 

(g) Expiration date. [Reserved] For 
further guidance, see § 1.167(a)–7T(g). 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960; 25 FR 
14021, Dec. 21, 1960, as amended by T.D. 9564, 
76 FR 81085, Dec. 27, 2011] 

§ 1.167(a)–7T Accounting for depre-
ciable property (temporary). 

(a) through (d) [Reserved] For further 
guidance, see § 1.167(a)–7(a) through (d). 

(e) Applicability. Paragraphs (a), (b), 
and (d) of this section apply to prop-
erty for which depreciation is deter-
mined under section 167 (but not under 
section 168, section 1400I, section 
1400L(c), section 168 prior to its amend-
ment by the Tax Reform Act of 1986 
(100 Stat. 2121), or under an additional 
first year depreciation deduction provi-
sion of the Internal Revenue Code (for 
example, section 168(k) through (n), 
1400L(b), or 1400N(d))). Paragraph (c) of 
this section does not apply to general 
asset accounts as provided by section 
168(i)(4) and § 1.168(i)–1T. 

(f) Effective/applicability date—(1) In 
general. This section applies to taxable 
years beginning on or after January 1, 
2014. Section 1.167(a)–7 as contained in 
26 CFR part 1 edition revised as of 
April 1, 2011, applies to taxable years 
beginning before January 1, 2014. 

(2) Optional early application. A tax-
payer may choose to apply this section 
to taxable years beginning on or after 
January 1, 2012. 

(g) Expiration date. The applicability 
of this section expires on December 23, 
2014. 

[T.D. 9564, 76 FR 81085, Dec. 27, 2011, as 
amended at 77 FR 74584, Dec. 17, 2012] 

§ 1.167(a)–8 Retirements. 
(a) Gains and losses on retirements. For 

the purposes of this section the term 
‘‘retirement’’ means the permanent 
withdrawal of depreciable property 
from use in the trade or business or in 
the production of income. The with-
drawal may be made in one of several 
ways. For example, the withdrawal 
may be made by selling or exchanging 
the asset, or by actual abandonment. 
In addition, the asset may be with-
drawn from such productive use with-
out disposition as, for example, by 

being placed in a supplies or scrap ac-
count. The tax consequences of a re-
tirement depend upon the form of the 
transaction, the reason therefor, the 
timing of the retirement, the esti-
mated useful life used in computing de-
preciation, and whether the asset is ac-
counted for in a separate or multiple 
asset account. Upon the retirement of 
assets, the rules in this section apply 
in determining whether gain or loss 
will be recognized, the amount of such 
gain or loss, and the basis for deter-
mining gain or loss: 

(1) Where an asset is retired by sale 
at arm’s length, recognition of gain or 
loss will be subject to the provisions of 
sections 1002, 1231, and other applicable 
provisions of law. 

(2) Where an asset is retired by ex-
change, the recognition of gain or loss 
will be subject to the provisions of sec-
tions 1002, 1031, 1231, and other applica-
ble provisions of law. 

(3) Where an asset is permanently re-
tired from use in the trade or business 
or in the production of income but is 
not disposed of by the taxpayer or 
physically abandoned (as, for example, 
when the asset is transferred to a sup-
plies or scrap account), gain will not be 
recognized. In such a case loss will be 
recognized measured by the excess of 
the adjusted basis of the asset at the 
time of retirement over the estimated 
salvage value or over the fair market 
value at the time of such retirement if 
greater, but only if— 

(i) The retirement is an abnormal re-
tirement, or 

(ii) The retirement is a normal re-
tirement from a single asset account 
(but see paragraph (d) of this section 
for special rule for item accounts), or 

(iii) The retirement is a normal re-
tirement from a multiple asset account 
in which the depreciation rate was 
based on the maximum expected life of 
the longest lived asset contained in the 
account. 

(4) Where an asset is retired by ac-
tual physical abandonment (as, for ex-
ample, in the case of a building con-
demned as unfit for further occupancy 
or other use), loss will be recognized 
measured by the amount of the ad-
justed basis of the asset abandoned at 
the time of such abandonment. In order 
to qualify for the recognition of loss 
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